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The provision would be effective for months beginning after the 
. date of enactment. 

4. Tax treatment of dependent care organizations 

H.R. 1603 and HR. 2090 

H.R. 1603 and H.R. 2090 would provide that organizations are or
ganized for educational purposes and, therefore, may be tax exempt 
if (1) the organization is organized and operated to provide nonresi-

, dential dependent care of individuals, (2) substantially all of the de
pendent care is provided by the organization to enable individuals 
to be gainfully employed, and (3) the services provided by the orga
nization are available to the general public. Also, H.R. 1603 would 
permit the tax exemption (and permit the organization to receive 
tax deductible contributions) if substantially all of the dependent 

I care is provided by an organization to enable individuals to seek 
gainful employment. 

H.R. 1603 would be effective on the date of enactment. H.R. 2090 
would be effective for taxable years beginning after December 31, 
1983. 

J. Earned Income Credit 

Present Law 

Under present law, an eligible individual is allowed a credit 
against tax equal to 10 percent of the first $5,000 of earned income. 
The maximum amount of the credit is $500. The amount of the 
credit is phased out as adjusted gross income of an individual (or 
earned income, if greater) increases from $6,000 to $10,000. Specifi
cally, the allowable earned income credit for any taxable year is 
limited to the excess of $500 over 12.5 percent of the excess of ad
justed gross income (or earned income, if greater) over $6,000. 
Thus, the credit is zero for families with incomes over $10,000. 

Present law provides that the earned income credit is treated as 
earned income for purposes of determining eligibility for the Aid to 
Families with Dependent Children (AFDC) and Supplemental Secu
rity Income (SS!) programs, the earned income credit is treated as 
if it were received in advance payments during the taxable year for 

, which it is available. 

Explanation of the Bill 

B.R.1603 
H.R. 1603 would provide that an eligible individual would be al

lowed a credit against tax equal to the sum of (1) 10 percent of the 
first $5,000 of earned income, (2) $50 for each additional dependent 

\ child of the individual, and (3) an additional $50 for each depend
ent child under six years of age in the case of a single working 
parent or a two working parent family. In addition, the provision 
would reduce the rate at which the credit is phased out as income 
increases. Thus, the allowable credit for any taxable year is limited 
to the excess of the maximum amount of the credit over 10 percent 
of the excess of adjusted gross income over $6,000. 
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For example, if an eligible individual has four dependent chil
dren (none of whom are under six years of age), the maximum ,J 

amount of the credit would be $700 ($500 plus (4 x $50». If the in
dividual's adjusted gross income for the year is $10,000, the individ
ual would be entitled to a credit equal to the excess of (1) the maxi
mum amount of the credit ($700) over (2) 10 percent of the excess of 
adjusted gross income over $6,000 ($10,000-$6,000). Accordingly, 
the individual would be entitled to a credit of $300 ($700-10 per
cent of $4,000 ($10,000-$6,000». Under present law, an individual I 

with adjusted gross income of $10,000 is not eligible for any earned 
income credit. 

Under the provision, the earned income credit would not be 
counted in advance to determine eligibility for AFDC. 

The provision would be effective on the date of enactment. 
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